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Public Sector Management: Power-over or 
Power-with? The Case of Estonia  

Lea Roostalu 

 

Abstract— Mary Parker Follet (also recognised as a prophet and the mother of modern management) was one of the pioneers of the 

stakeholder theory and in her view, only power-with is acceptable. This paper examines relations between the Estonian national 

government and local governments as well as relations between the Estonian national government and ministries (including their 

administrative units).  As there are many related areas between these public sector organisations, our focus was on introducing modern 

management instruments like activity-based costing and activity-based budgeting.  When solving complex management problems facing 

society, such as the organisation of relations between the state and local governments or between the state and ministries, the principle of 

complex systems must be used because these public organisations constitute a complex system. Thus, the general methodological basis 

of this research was systems approach. Additionally, the case study as a research method for data mining was used.  

Index Terms— communication, complex systems, Mary Parker Follet, modern management tools, stakeholder theory   

——————————      —————————— 

1 INTRODUCTION                                                                     

ARY Parker Follet (1868-1933) defined management as 
‘the art of getting things done through people’[1]. Follett 
emphasised the importance of cross-functional relation-

ships between enti-ties and recommended horizontal authority 
instead of verti-cal, similar to a decentralised flat structure 
(Ibid). Follett’s approach, where power-over means pseudo-
power and only power-with as real power is acceptable, refers 
to the in-volvement of employees in management [2]. Mele 
points out that Follett was a pioneer of stakeholder theory; alt-
hough Follett herself did not use such a term, she considered it 
nec-essary to maintain management relationships with share-
holders, bankers, competitors, suppliers, lower-level manag-ers, 
employees, and customers (Ibid). 

The next part of the article presents the theoretical founda-
tions of the work. The author then analyses management-
related communication in the Estonian public sector using two 
examples. In the last part of the article, the author pre-sents a 
summary and conclusions. 

 

2 HISTORICAL AND THEORETICAL 

BACKGROUND OF THE STUDY 

2.1 COMMUNICATION 

According to the history of the Baltic States, Tampere [3] 
points out four dominant relations (see table 1). 
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TABLE 1. Typology of dominant relation. Source: Tampere, 
composed by the author. 

 
 
 
 
 
 

 
 
Tõnnisson claims that the development of traditional democ-
racy in Estonia has been similar to that of other post-
communist countries: characterised by rapid institutional de-
velopment and the slower development of civil society [4]. 
Several authors underscore weak social dialogue in Estonia 
resulting from a young democracy [5], [6],[7].  
Dialogue means mutual communication. Many authors find 
that communication is very closely related to culture and that 
the style of communication depends on the culture [3], [8], [9]. 
Hall even confirms that culture is communication and com-
munication is culture, which points to the interconnection be-
tween these concepts [9]. 

 

2.2 Stakeholder theory 

 
   In the traditional view of a company, the shareholder 

view, only the owners or shareholders of the company are 
crucial. Stakeholder theory argues that there are other parties 
in-volved, including employees, customers, suppliers, com-
mu-nities, political groups, and all other stakeholders.   Nu-
merous articles and books written on stakeholder theory gen-
erally credit Freeman as the ‘father of stakeholder theory.’ In 
Freeman’s view, stakeholder theory plays an important role 
not only in corporate social responsibility and other fields of 
business ethics, but also in strategic management, system the-
ory, and organisation theory [10]. 

  
 

M 
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2.3 Complex Systems 
 

According to system theory, every system is characterised 
by its structure or elements and the functional relations be-
tween these elements [11]. If the elements of the system are 
interde-pendent, i.e. they mutually influence each other, it is a 
com-plex system (Ibid). 
It can be concluded that the state and local government, as 
well as the state and ministries, form a complex system, which 
in turn implies that solving complex problems involv-ing the 
governance of society must be based on the principle of com-
plex systems [12], [13], [14].   
 

                                                                                                                                                                                                                              
                                                                                                                       

2.4 Modern Management Tools                                                                                                                 
                                                                                                                            
                                                                                                                          
 In order to better understand the case study, brief intro-

ductions to activity-based costing (ABC) and activity-based 
budgeting (ABB) are presented below. 

Setting up activity-based costing requires company map-
ping [15]:  

1) what activities must be implemented to make each 
product or provide a service; 

2) what are the company’s resources (premises, equip-
ment, people, etc.); 

3) how the use of the company’s resources is distribut-
ed between activities. 

After mapping, bills of costs are processed as follows (Ibid): 
1) the cost amounts are associated with the resource (in 

connection with which resource the cost was incurred); 
2) the cost amounts are transferred from the resources to 

the activities; 
3) the cost amounts are transferred from activities to 

products or services. 
These three stages make up activity-based costing. Activity-

based budgeting is done analogously, using planned costs and 
activities instead of actual costs and activities. 

Activity-based costing was later explained by Peter F. 
Drucker [16].  Namely, traditional cost accounting focuses on 
what it costs to do something, while activity-based costing 
also records the cost of not doing something. Hence, activity-
based costing records the costs that traditional cost account-
ing does not (Ibid).                                                                                                                         

                                                                                                                                     
                                                                                                                                                                                                                                
                                                                                                                                                                                                                                                                                                                                        
                                                                                                                                                                 

3 THE CASE STUDY  

 
In this case study, communication by the Government of the 
Republic of Estonia with the Tallinn City Government, Esto-
nia’s largest local government, and the Centre of Registers and 
Information Systems (CRI), an authority within the area of 
government of the Ministry of Justice, was analysed using the 
example of the implementation of two management in-

struments – ABC and ABB. 
 
 

3.1 Use of ABC 
 
The Tallinn City Government is a pioneer in the use of ABC 

in the Estonian public sector and has been since 2006, when 
the author of the article first began implementing it in the 
city’s financial service. Although ABC is quite resource-
intensive, it is necessary in order to determine the cost price of 
the service, especially if the reasons for the cost price are im-
portant (for example, compensation for the provision of the 
service by the Government of the Republic is requested). In 
2012, the city’s financial service prepared a report on the cost 
prices of services provided by the Tallinn Vital Statistics De-
partment. The Tallinn Vital Statistics Department provides 20 
public services, with only one – ceremonial marriage registra-
tion – where 100% of the cost is paid by the couple using the 
service, which can be organised in the rooms of the depart-
ment or any other location in Estonia, to the liking of the cou-
ple. According to the Local Government Organisation Act (in 
force from 1993), the procedures of vital statistics are not the 
primary tasks of the local government and they must be fi-
nanced by the state. 

The report revealed that the costs of providing services are 
much higher than the money allocated by the state for this 
purpose. The Government of the Republic accepted the re-
sults of the analysis completed on the basis of ABC and in-
creased the financing from EUR 175,000 to EUR 300,000. At the 
same time, a better cost monitor for these public services was 
established by using the possibilities offered by SAP software, 
commonly used for organisation within the City of Tallinn. 

In 2014 we measured the times for these procedures and 
cal-culated new unit prices (the so-called time-driven ABC, see 
for example [17]). Additionally, we suggested raising the pric-
es of these services. According to our findings in 2016, the 
state raised the prices of some procedures involving vital sta-
tistics. Thus, both parties benefited, which means that it is a 
win-win or power-with case. 

 
 

3.2 Implementation of ABB 
 
Despite the obvious benefits of ABC, activity-based cost-ing 

was not implemented in state institutions. The only ex-ception 
was the CRI, an authority within the area of govern-ment of 
the Ministry of Justice, where the implementation of activity-
based costing began in 2018. The division of the insti-tution’s 
salary costs proved to be the most difficult and had yet to be 
completed by 2019. 

In addition, state accounting and budgeting continued to 
use the outdated cash-based principle until 2017. In the Esto-
nian public sector, only Tallinn, the capital of Estonia, has 
used accrual-based accounting and budgeting since 2004. 
Cash-based accounting means that business transactions are 
rec-orded when cash is paid or received for the transactions 
[18]. Accrual-based accounting means that business transac-
tions are recorded when they occur, regardless of when cash is 
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re-ceived or paid for the transactions (Ibid). In her doctoral 
the-sis, Juta Tikk found that the Estonian state must switch to 
the principle of accrual (Ibid). 

Under these conditions, the decision by the Government of 
the Republic of Estonia to switch to activity-based budgeting 
beginning in 2020 had a rather unexpected effect. The Nation-
al Audit Office expressed concern in 2017 about the planned 
transition [19]: ‘The National Audit Office is sceptical about 
the need for the state budget to be made activity-based. Ac-
cording to the National Audit Office, the implementation of 
activity-based costing in ministries may lead to more efficient 
use of budgetary funds; however, the preparation of an activ-
ity-based state budget is not necessarily the most effective way 
to achieve this goal. As long as there are no clear agree-ments, 
specific goals, users of the information to be received, and no 
meaningful analysis has been carried out, there is a risk that a 
lot of work will be done, the results of which will end up not 
being used or needed by anyone.’  

The transition to an activity-based state budget was com-
plicated by the lack of instructional materials and delays [20], 
[20]. Attention has also been drawn to the heavy work and the 
associated need for additional human resources [19], [20], [21]. 
Hence, no discussion with stakeholders and a lack of commu-
nication. 

In the state budget the programs of different fields of activ-
ity were viewed as ABB activities, which meant a very gener-
alised view of the state budget [21]. At the same time, it 
somewhat facilitated the compilation of the budgets of minis-
tries and their authorities in the ABB format (Ibid). A signifi-
cant contribution to the implementation of ABB was expected 
from the CRI as a leading state authority in this area, which 
gave its input [20]. In the end, despite all the difficulties, an 
activity-based state budget was finally put together. 

The Estonian parliament (Riigikogu), which had to con-
duct a legislative proceeding on the finished state budget, was 
not satisfied with the presented result and would have liked a 
more detailed budget [21]. It is known that the need for detail 
in management information depends on the level of manage-
ment – the need for detailed information by lower-level or 
first-level managers is much higher than that of mid-dle- and 
top-level managers [22]. Even though it appears that the par-
liament is dealing with higher-level managers, the parliament 
would prefer the previous budget format, i.e. more detailed 
and transparent information, in order to make reasoned deci-
sions. 

The Auditor General, Janar Holm, also criticized the new 
state budget format [23]: ‘The information contained in annu-
al state budget acts has by now been brought to a level of gen-
eralisation where it is not possible to draw any definite con-
clusions about the financing of areas of state life. It is also clear 
from the state budget that the Ministry of Justice has a per-
formance area called “legal order”, under which in turn there 
is a program called “legal order”... In other words, with its 
adopted state budget the Riigikogu does not issue any other 
binding guidelines upon the entire area of government of the 
Ministry of Justice, other than to spend this EUR 169.4 million 
during the year, as you see fit.’ 

Despite the opposition, the presentation of state budgets in 

the ABB format continues. Thus, the power-over approach 
dominates the implementation of ABB. 

4 CONCLUSIONS 

 
According to Mary Parker Follet, who is called the mother of 
modern management, leadership is the art of influencing peo-
ple, through which power is provided to a group of peo-ple, 
rather than imposing one’s own power [1]. According to Fol-
let, management is both a science and an art, and she com-
pares leaders who create a new situation with their crea-tivity 
to poets [24]. 
Our case study showed that there are both power-with and 
power-over approaches in the Estonian public sector. It fol-
lows that stakeholders are not always given sufficient atten-
tion and are not included in the dialogue. This can probably be 
justified by the relatively young age of our democratic society 
and the slow change in the culture of communication after the 
Soviet era. The development of values takes time [3], [14]. For 
example, Estonian president Lennart Meri once said [25]: ‘We 
have been successful in everything except restoring the Esto-
nian value system. In addition to casualties, our mor-al loss 
has been the most painful. This is silently lingering in our 
post-Soviet behaviour, undermining our work ethics, values, 
honesty… Let us not forget that during and after World War II 
the Estonian intellectuals, educators and all public organisa-
tions, from churches to the Kalev sports socie-ty, were de-
stroyed first. The restoration of the Estonian value system is a 
considerably more difficult task than Estonia catching up with 
the average GDP level of the European Un-ion.’ 
This research utilised qualitative methodology. Each research 
strategy has its advantages and limitations. The advantage of 
the chosen research strategy is that it allows for a deeper in-
vestigation. According to Feagin et al. a case study is an ideal 
methodology when a holistic, in-depth investigation is need-
ed [26]. The limitation of this strategy is connected with the 
research area – only the communication within the implemen-
tation process of modern management tools was under inves-
tigation. 
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